Bank and Nonbank Competition for Small
Business Credit: Evidence from the 1987 and
1993 National Surveys of Small Business Finances

Rebel A. Cole and John D. Wolken, of the Board’'scal changes have facilitated competition from non-
Division of Research and Statistics, and R. Louisebank sources. Nonbanks consist of thrift institutions
Woodburn, of the Internal Revenue Service, preparedsavings and loan associations, savings banks, and
this article. Amy Ashton and Ronnie McWilliams pro- credit unions), finance companies, insurance com-
vided research assistance. panies, mortgage companies, leasing companies,

brokerage firms, other business firms, families and
Using newly available data from the Board’s 1993individuals, and government sources of credit.
National Survey of Small Business Finances together We explore nonbank competition as an explanation
with data from the 1987 survey, we analyze competifor the decline in banks’ share of business lending by
tion between banks and nonbanks in the U.S. markedxamining sources of credit used by small fifns.
for small business credit. According to many academ-<Credit here is defined as loans and capital leases,
ics and banking practitioners, the U.S. commercialexcluding credit card debt and trade credit. Because
banking industry has declinédn particular, during small firms are unlikely to have direct access to
the late 1980s and the early 1990s, the record numbenoney and capital markets, any decline in banks’
of bank failures and mergers reduced the number o$hare of the aggregate dollar amount of credit pro-
commercial banks in the United States. Also, therevided to these firms would be consistent with the
has been an apparent decline in commercial banksiiew that nonbanks are eroding this share. If banks
share of lending. These occurrences have raised quelsave provided a constant or increasing share of the
tions about the changing role of commercial banks incredit used by small firms, such evidence would run
providing credit to key sectors, including businesscounter to the view that nonbanks are eroding this
lending. share.

Several explanations have been advanced for the We analyze the bank and nonbank shares of the
decline in banks’ share of business lending. In pardollar amount of outstanding credit to small busi-
ticular, technological changes in communications,nesses, including how these shares have changed
information storage, and other sectors of thefrom 1987 to 1993. We also examine the incidence of
economy—as well as globalization—have enabled arsmall business borrowing from banks and nonbanks,
increasing number of large firms to gain direct accessvhich is defined as the percentage of firms using
to money and capital markets. The same technologieredit of a certain type or from a particular source.

The incidence data provide a more representative

NotE. Ms. Woodburn is on detail to the Board's Division of Vi€W Of the credit services used by a “typical” small
Research and Statistics as a sampling statistician. firm than do the share data because larger firms have

1. See, for example, Allen N. Berger, Anil K. Kashyap, and g greater influence on market shares than on inci-
Joseph M. Scalise, “The Transformation of the U.S. Banking Industry: L . ..

What a Long, Strange Trip It's BeenBrookings Papers on Eco- d€nce. This distinction is important because the larger
nomic Activity 1:1995 pp. 55-218; John H. Boyd and Mark Gertler, firms in the survey account for the majority of the

“Are Banks Dead? Or, Are the Reports Greatly Exaggerated?” Fed- i i i
eral Reserve Bank of Minneapoli@uarterly Review(Summer 1994), dollar amount OUtStandmg of small business credit
pp. 2-23; Franklin R. Edwards and Frederic S. MishRihe Decline =~ ——

of Traditional Banking: Implications for Financial Stability and Regu- 2. More specifically, the results presented in this paper characterize
latory Policy, Working Paper 4993 (National Bureau of Economic all enterprises operating under current ownership during 1992 and
Research, January 1995); Edward C. Ettin, “The Evolution of the with fewer than 500 full-time-equivalent employees, excluding real
North American Banking System” (paper prepared for the Experts’ estate operators and lessors, real estate subdividers and developers,
Meeting on Structural Changes in Financial Markets: Trends andreal estate investment trusts, agricultural enterprises, financial institu-
Practices, Organization for Economic Cooperation and Developmenttions, not-for-profit institutions, government entities, and subsidiaries
Paris, July 11-12, 1994); and Gary Gorton and Richard Rosencontrolled by other corporations. Full-time-equivalent employment is
“Corporate Control, Portfolio Choice, and the Decline of Banking,” calculated as the number of full-time employees plus one-half the
Journal of Financevol. 50 (December 1995), pp. 1377-1420. number of part-time employees.
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but for only a small proportion of the number of erage of the two surveys preclude comparisons of
firms. For example, among small businesses, firmsictual dollar amounts. Hence, this analysis cannot
with more than $1 million in sales account for more address whether total lending to small businesses
than two-thirds of credit but less than one-fifth of the rose or fell over the period.
number of firms. This article provides background information about
The sources for these data—the 1987 and 1998acroeconomic changes that could be expected to
National Surveys of Small Business Financeshave influenced credit conditions over 1987-93,
(NSSBF)—are uniqué.The NSSBF is a nationally reviews the types of credit supplied to small busi-
representative survey of small businesses sponsoretksses by banks and nonbanks, and tests whether
by the Federal Reserve Board and the U.S. Smalbanks have lost market share to nonbanks. We use
Business Administration to collect information about two different measures of market share—the percent-
the sources and types of financial services obtainedge of the aggregate dollar amount of credit used by
by small businesses. The surveys are designed to tmmall businesses and the percentage of small busi-
representative of small businesses generally and praresses using credit.
vide data on bank and nonbank shares of the small Overall, our results indicate that small businesses
business credit markétThe NSSBF was conducted obtained a higher percentage of their credit from
first in 1987 and again in 1993, making it possible tononbanks in 1993 than in 1987 but that this differ-
examine changes in market share over that periodcence was small—about 2.0 percentage points. Banks
Although the two surveys had somewhat differentstill provided more than 60 percent of the dollar value
focuses, the data collected are sufficiently similar toof credit, excluding trade credit and credit card debt,
allow comparisons of bank and nonbank marketand dominated in the provision of credit lines used.
shares across tinfeHowever, differences in the cov- However, the percentage of firms obtaining credit
from banks dropped significantly, from 44.0 percent
3. At the time this article was written, the 1993 NSSBF data werein 1987 to only 36.8 percent in 1993, whereas the

still in the editing stage and hence subject to revision. After data editjhercentage of firms obtaining credit from nonbanks

and other processing steps are completed, an announcement aboutaf

availability of the 1993 survey data and a user’s manual will appear in as _St_able at 32 perce‘ht.

the Federal Reserve Bulletin Within the general category of nonbanks, the data
4. For information about alternative sources of data on smallindicate that thrift institutions have lost about half

businesses, see U.S. Small Business Administratitendbook of . .
Small Business Dat&d ed. (Government Printing Office, 1994), and of their dollar share, which fell from 7.4 percent to

The State of Small Business: A Report of the President, @@8%ern- 4.0 percent, of the small business credit market over
ment Printing Office, 1996). 1987-93. The losses of market share by banks and

Bank and thrift regulators began in 1993 to collect data on the .. . s . . .
aggregate number and amount of small commercial loans out:standinHﬂIrlft institutions primarily accrued to finance compa-

(loans of less than $1,000,000) at financial institutions, but these datflies, leasing companies, and brokerage firms.
cannot be used to estimate the shares of bank and nonbank lending. The surveys provide information about the differ-

They reflect loans made by depository institutions but not loans made . .
by nondepository sources such as brokerage, finance, insurance, aﬁ\tpt types of loans and various demographlc character-

leasing companies. istics of small businesses. Overall, mortgages have
Surveys of small businesses conducted by trade organizations sudecome a much smaller share of small business debt,

as the National Federation of Independent Businesses generally co|- , . - . .
lect information on the incidence of use. Information on dollar While borrowmgs under lines of credit became a

amounts by source and loan type are rarely available. See also a 19darger share between 1987 and 1993. The percentage

?urveé/ conducted for thamerican Ba:jnkeby Paylrl'nent Systems, Inc.d of small businesses that used credit lines, equipment
“Credit Lines, Leasing in Demand as Small Businesses’ Needs . P .
Evolve,” American BankerSeptember 9. 1996, pp. 9-11). loans, and capital leases rose significantly, while the

5. The 1993 NSSBF focused on the availability of credit to small percentage that used mortgages declined signifi-

and minority-owned businesses, and the 1987 survey focused on tr'@anuy. During this period banks lost market share
definition of banking markets. Both surveys, however, collected a 4. . N . .
complete roster of the credit lines, loans, and leases obtained by eacqlsproportlonately at medium-sized small businesses

firm surveyed, including information on the amount of credit obtained and at minority-owned firms.
and the identity of the lender. Because of broad changes in the \Nhile the evidence presemed here suggests that

coverage of the two surveys, valid comparisons between 1987 an s
1993 data can be made only after statistical adjustments to samplin onbanks have somewhat eroded banks’ share of

weights have been made to make them more comparable. See tf@Mall business credit, it does not address bank and
appendix for a description of these weighting adjustments. For morengnbank competition in the provision of other finan-
information about the 1993 NSSBF, see Rebel A. Cole and John D._. . .

Wolken, “Financial Services Used by Small Businesses: EvidenceCIaI s_erwces _used by _small busmegses, the most
from the 1993 National Survey of Small Business FinancEefleral ~ prominent being checking and savings accounts.
Reserve Bulletinvol. 81 (July 1995), pp. 629—67. For more informa-

tion about the 1987 NSSBF, see Gregory E. Elliehausen and John D.

Wolken, “Banking Markets and the Use of Financial Services By

Small and Medium-Sized Businessesfederal Reserve Bulletin 6. Tests of statistical significance are computed for the change
vol. 76 (October 1990), pp. 801-17. statistics as discussed in the appendix.
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Indeed, 87.8 percent of small businesses used com- Following deregulation, the banking industry
mercial banks for financial services during 1993,consolidated sharply via nearly 3,000 mergers during
more than double the percentage of such firms usinghe 1987-93 period. These mergers reduced the ranks
nonbanks.Whether banks have gained or lost groundof small banks, which tend to specialize in small
to nonbanks in the provision of noncredit financial business lending, as larger banks acquired their
services is an interesting topic for future analysissmaller competitors. About two-thirds of the acquired
using data from the NSSBF. banks held less than $100 million in assets, while
roughly half of the acquirers held more than $1 bil-
lion in assets. The percentage of industry assets at the
BACKGROUND largest banks, those with assets of more than
$100 billion, grew from 12.7 percent at the end of
The 1980s and early 1990s were periods of tumultu1986 to 24.1 percent at the end of 1993. Together,
ous change for the U.S. commercial banking industrybank failures and mergers caused the number of
First, two major banking laws, the Depository Institu- chartered U.S. commercial banks to decline almost
tions Deregulation and Monetary Control Act of 1980 one-fourth during the 1987-93 period, from 14,210
and the Garn—St Germain Depository Institutions Actto 10,960. During the same period, however, bank-
of 1982, removed numerous regulations that limiteding industry assets grew from $2.94 billion to
competition among banks and between banks an&3.71 billion.
nonbanks. For example, interest rate ceilings were The 1987-93 period also saw record numbers of
phased out, and many restrictions on how mucHhailures by nonbank competitors, primarily savings
banks and thrift institutions could invest in particular and loan associations and savings banks; because of
asset classes were eased. Additional legislation at thiailures and mergers, these institutions declined by
state level eased or removed many limitations oraimost half during the period, from 3,677 to 2,262.
geographic expansion by banksSubsequently, a Unlike banking assets, which rose over this period of
sequence of economic shocks in the 1980s from theonsolidation, the assets of savings and loans and
collapse of agricultural, oil, and commercial real savings banks fell, from $1.39 trillion to $1.0 trillion.
estate prices contributed to losses that caused banksontributing to this divergent experience was the

to fail in numbers not seen since the Great Depresacquisition of the savings institutions’ assets by com-
sion, even though the economy was in an expansiomercial banks.

that lasted from 1982 to 1990. More than 100 banks Largely in response to the record numbers Of

failed in each year from 1985 to 1992, and more tharjepository failures and the urging of bank and
200 failed each year in 1987, 1988, and 1989. Pregyift regulators, the Congress passed two more
sumably, these failures tended to eliminate lessyajor banking laws, the Financial Institutions

efficient banks, whose assets were transferred tfkeform, Recovery, and Enforcement Act of 1989
_more-efficient competitors, thereby Ieaying a banking(F|RREA) and the Federal Deposit Insurance Corpo-
industry better equipped to compete with nonbanks. raion Improvement Act of 1991 (FDICIA). Together,
- FIRREA and FDICIA ushered in regulations regard-
7. See Cole and Wolken, “Financial Services Used by Smalling risk-based capital and prompt corrective action

Businesses.” . - . .
8. For a description of the changes in state laws, see Dean Amelt,hat eﬂec_tlvely mcreaseq Capltal rfeq'uweme'nts for

“State Laws Affecting the Geographic Expansion of Commercial large portions of the banking and thrift industries.

Banks,” Board of Governors of the Federal Reserve System, Sep- At the same time, the overall weakness of eco-

tember 1993; and Donald T. Savage, “Interstate Banking: A Status . . . -
Report” Federal Reserve Bulletinvol. 79 (December 1993), NOMIC activity left many businesses unwilling to take

pp. 1075-89. on new debt and, in many cases, unable to service

9. A number of studies have found that failing banks are much lesgheijr existing debt. Their plight contributed to record
efficient than other banks. See Allen N. Berger and David B.

Humphrey, “Measurement and Efficiency Issues in Commercial Bank—lo_an losses in the banking 'ndU.Stry- Especially hard
ing,” in Z. Griliches, ed.,Output Measurement in the Service Sectors hit was the market for commercial mortgages, where

National Bureau of Economic Research, Studies in Income andn;
Wealth, vol. 56 (University of Chicago Press, 1992), pp. 221_49_%FICGS, as measured by the Russell NCREIF Property

Richard Barr and Thomas Sienfredicting Bank Failure Using DEA  Index, dropped almost one-third during the 1990-92
to Quantify Management QualitfFederal Reserve Bank of Dallas, rPeriod_

Financial Industry Studies Working Paper 1-94, January 1994; Robe : ; . ; ;
DeYoung and Gary Whalen, “Is a Consolidated Banking Industry a The brief recession of 1990-91 included a slowmg

More Efficient Banking Industry?” Office of the Comptroller of the Of credit flows that numerous economic observers
Currency,Quarterly Journaj vol. 13 (September 1994), pp. 11-21; characterized as a “credit crunch.” Whether the more

and David C. Wheelock and Paul W. Wilson, “Explaining Bank . . .
Failures: Deposit Insurance, Regulation, and Efficiend3gview of stringent bankmg regl‘”a‘tlons and the Supply of bank

Economics and Statisticgol. 77 (November 1995), pp. 689-700. credit played a role in bringing about these conditions
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1. Bank and nonbank shares of total nonfarm nonfinancial |n this article, market shares rather than aggregate
business loans, 1980-96:Q2 dollar amounts are compared. If all types of lenders
Percent and borrowers react to the business cycle in a similar
fashion, then these comparisons should be valid. If,
- — 70 however, during a recession, banks reduce lending
A~ &5 more than nonbank lenders, some of the observed
LI SEETE changes in market shares would be a result of
these differing responses. But banks’ share declined
T AAs~—~A— B throughout the 1987-90 period (chart 1) and
- — 50 increased during the latter stages of the 1990-91
Nonbank share . . . K
| ~"~————— recession. Hence, the overall decline in banks’ dollar
share of small business lending should not be attrib-
uted to differing responses to the recession.

AVARS — 35
N I I I
1980 1962 1964 1966 1968 1990 1992 1994 19% TYPES OFCREDIT USED BYSMALL BUSINESSES

Notke. Total nonfarm nonfinancial business loans are calculated as the sum of

“bank loans” and “other loans and advances” at nonfarm nonfinancial corpora- . . .
tions and nonfarm noncorporate businesses, as defined by the Federal Reser&Oth of the NSSBFs collected information on six

Board'’s flow of funds accounts. Data are quarterly. Shaded areas denote perioqypes of credit to small businesses—-credit lines used'
of business recession as defined by the National Bureau of Economic Researc?hortgage Ioans, equipment Ioans, motor vehicle
. ) loans, capital leases, and “other” loaH<Credit lines
has been the subject of much debate and is beyongseq represent loans taken down under an agreement
the scope of this article> However, harsher eco- py g |ender to provide up to a specified amount of
nomic conditions undoubtedly had adverse effects oRyeqit for part or all of a specified period. Because the
the use of credit for s_maII businesses, especially th.%orrower has the option of taking down part or all of
use of mortgage credit. Consequently, any comparithe credit for part or all of the specified period, credit
sons of credit use in 1987, a year far along into &jnes provide the most flexibility in funding. Credit
seven-year expansion, with credit use in 1993, gines are typically used to finance working capital
year early in the current expansion, will undoubtedlyheeds and are often collateralized by assets unrelated
be affected by differences in macroeconomiciy the use of the credit line. In contrast, mortgage
conditions. loans, equipment loans, motor vehicle loans, and
The combination of loan losses, the weak econ¢apital leases are typically used to finance specific
omy, and more stringent regulation led many deposiygsets and are typically collateralized by the assets
tories initially to tighten the terms and standards forbeing financed. “Other” loans refer to loans not
underwriting commercial loans and strengthen theilg|sewhere classified, primarily unsecured term loans
capital positions. A Board survey of senior loan gng |oans collateralized by assets other than real
officers indicated that standards for approving com-ggtate, equipment, and motor vehicles and not taken
mercial loans tightened, on net, throughout 1990-92own under credit linex
and only began to ease during 1993. And bank Call From 1987 to 1993, the distribution of the total
Report data show that the average leverage capitglo|iar value of credit used by small businesses across
ratio for the !ndustry rose from 6.2 percent in 1990 to|ggn types changed significantly (table 1). In both
7.6 percentin 1993. years, about three-fifths of the aggregate dollar
amount of small business credit was in the form of
10. Joe Peek and Eric Rosengren link regulatory enforcemenf:redlt lines used and mortgages; but in 1993, the

actions and the shrinkage of bank loans to sectors likely to be bank

dependent (“Bank Regulation and the Credit Cruncidurnal of

Banking and Financevol. 19, 1995, pp. 679-92), and tie changes in —

bank capital to changes in deposits (“The Capital Crunch: Neither a 11. Both surveys collected information about trade credit, and the
Borrower nor a Lender Be,Journal of Money, Credit, and Banking 1993 survey also collected information about credit card debt used for
vol. 27, August 1995, pp. 625-38). In contrast, Allen N. Berger and business purposes; these two types of credit are not analyzed in this
Gregory S. Udell conclude that the quantitative effects of the newarticle.

capital regulations were not substantial (“Did Risk-Based Capital 12. Other loans refer to loans that a survey respondent reported
Allocate Bank Credit and Cause a Credit Crunch in the U.S.?” after being queried about any credit lines, mortgages, equipment
Journal of Money, Credit, and Bankipgsol. 26, August 1994, loans, motor vehicle loans, and capital leases. Some of the loans
pp. 585-628). However, they do not rule out regulatory pressure as alassified as “other” likely should be in another category, but the
reason for some of the banking industry’s credit reallocation duringsurveys did not collect sufficient information to permit accurate
the early 1990s. reclassifications.




Bank and Nonbank Competition for Small Business Credf87

1. Distribution of the dollar amount of small business credit 2. Comparison of the distributions of the dollar amount of

outstanding, by credit type, 1987 and 1993 small business credit outstanding at banks and nonbanks,
Percent except as noted by credit type, 1987 and 1993
Percent except as noted
‘ Change
Credit type 1987 1993 (pgg.}ﬁ{lst?ge . N—
Credit lines usetl. ... ... 34.0 441 10,1+ Credit type (o ]
Mortgage loans.. .. ........ 31.2 13.9 -17.3* 1987 | 1993 page 1987 | 1993 page
Equipment loans........... 10.5 11.3 .8 points) points)
Motor vehicle loans......... 6.1 6.0 -1
Capital leases. ............. 4.0 6.2 2.2*
O loans e an 186 v Creditlinesused ...| 419 552 133 203 264 6.1
Mortgage loans.... .. 31.0 144 -134 314 132 -18.2
Total oo 1 1 . Equipment loans....| 10.0 11.0 1.0 114 117 3
ota 00 00 Motor vehicle loans .|. 5.1 49 -2 7.9 7.7 -2
1. Amounts drawn down under credit lines. Capital leases. . ... .. 15 2.8 1.3 8.4 116 3.2
2. Includes both commercial mortgages and residential mortgages if funds OURFEEIE oano000q os Ly i1 Al 298 ey
were used fqr lb'usiness purposes. Total oovrrieeni, 100 100 e 100 100
3. For definition, see text note 12.

* Statistically significant at the 95 percent confidence level (that is, the 1. Nonbanks consist of thrift institutions (savings and loan associations,
probability that any change occurred with the same sign is at least 95 percentsavings banks, and credit unions), finance companies, insurance companies,
See the appendix for a discussion of some of the statistical techniques used. mortgage companies, leasing companies, brokerage firms, other business firms,

families and individuals, and government sources of credit.
2. Amounts drawn down under credit lines.

share for mortgages had plummeted from 31.2 per- 3. Includes both commercial mortgages and residential mortgages if funds
cent to only_ 13.9 percent, while that for credit lines"° ;‘2?3.1?.;.?.‘:;‘”222 fext note 12.

used had risen from 34.0 percent to 44.1 percent.
Much of this shift may be attributed to upheavals in ; ; iy .
the commercial real e);tate market, in whiF::h as note ages only slightly, while shifting portfolio share

ous ; I declined al ¢ third om equipment, motor vehicle, and other loans into
previously, property vajues declined aimost one-tird, .o it jines used. As a result of these changes, in

du_ring the early 1990s. To the extent that these prop 993 credit lines used accounted for more than half
erties were leveraged, borrowers passed Iogses on gq all finance company lending to small businesses.
mortgage Iender;, who .responded by .curta|I|ng Neonbanks other than thrift institutions and finance
real_ estate lending. With the exception of mOtorcompanies were the only group of lenders whose
vehicle loans, other types of credit (equipment Ioan_s ortfolio share of credit lines used declined from

capital leases, and other loans) registered small gai 87 to 1993. Other nonbanks shifted out of mort-
in market share from 1987 to 1993 at the expense o NG
. ; ages primarily into other loans.

mortgages. These results are consistent with the 19
survey conducted for thémerican Bankerwhich
reliance on credi nes and leases at the expense 1A' AND NONBANK SHARES

.. P F SVALL BUSINESSCREDIT
traditional loang3

The same overall trends in the types of credit useq:from 1987 to 1993, banks lost to nonbanks 2 percent-

3¥rsmall buzi_nesses sr?dablsobevilgient idn thebshakres. %ge points of their share of the small business credit
literent credit types held by banks and nonbanks, I,y qt (table 4). This finding is consistent with the

that credit I_mes _usgd grew in importance while mOrt'hypothesis that nonbanks are eroding banks’ market
gages declined in importance (table 2). However, thesp oo ot credit to firms that are too small to gain

proportions of credit types in the portfolios of banks direct access to money and capital markets. The
and nonbanks are quite different. In 1993, for exam- agnitude of the decline is small, however (banks

ple, credit lines used accounted for more than half ol ", 4 three-fifths of the market in 1993) and lacks
all bank credit extended to small businesses but Onlgtatistical significancét Moreover, bank lending to
slightly more than one-fourth of all nonbank credit to , ,sineqses has rebounded stroﬁgly since 1993. Evi-
small businesses. e . . dence from bank Call Reports shows that, after
Among nonbanks, thrift institutions shifted their declining from $633 billion as of June 1991 to
portfolio out of mortgages and into each of the f|ve$593 billion as of June 1993, commercial and indus-

?the{ types of cretdlt, (rjnoretthan ?](.)Lfbl'lng theltr %Illocs'trial loans grew to $737 billion as of June 1996. This
ion to equipment and motor venicle loans (table )'growth in overall business lending suggests that
Finance companies reduced their allocation to mort-

_ 14. The estimated 2 percent decline in the bank share is signifi-
13. See “Credit Lines, Leasing in Demand.” cantly different from zero at the 74 percent level of confidence.
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3.

Percent except as noted

Distribution of the dollar amount of small business credit at nonbank sources, by type of credit, 1987 and 1993

Thrift institution Finance company Other nonbank
Credit type Change Change Change
1987 1993 (percentage 1987 1993 (percentage 1987 1993 (percentage
points) points) points)
Creditlinesused .......... 16.8 224 5.6 32.3 51.2 18.9 14.2 8.9 -5.3
Mortgage loan3............ 60.9 39.3 -21.6 7.5 6.3 -1.2 34.4 13.0 -21.4
Equipment loans........... 1.6 6.1 4.5 22.5 16.7 -5.8 8.5 9.1 .6
Motor vehicle loans......... 3.1 7.4 4.3 20.0 145 =55 2.1 2.7 .6
Capital leases. ............. 3.8 5.9 2.1 5.4 7.4 2.0 12.1 15.8 3.7
Otherloang ............... 13.7 18.8 5.1 12.2 3.9 -8.3 28.7 50.5 21.8
Total ..o 100 100 100 100 100 100

1. Other nonbanks consist of brokerage firms, leasing companies, insurance 3. Includes both commercial mortgages and residential mortgages if funds
and mortgage companies, other business firms, government sources, amndere used for business purposes.

individuals. 4. For definition, see text note 12.
2. Amounts drawn down under credit lines.

banks may have regained market share in the smablusiness credit, while nonbank capital leases grew
business credit market since the 1993 NSSBF. from 3.1 percent to 4.5 percent.

Changes in bank and nonbank shares of the total To see how these changes in market shares affected
dollar amount of small business credit from 1987 tospecific types of nonbanks, credit shares of each type
1993 varied by type of credit (table 4). Mortgage of nonbank are shown in table 5. As the thrift indus-
loans’ share of small business credit declined morery declined over 1987-93, thrift institutions’ share of
than half at both banks and nonbanks, with banksmall business credit fell from 7.4 percent to 4.0 per-
mortgages falling from 19.7 percent to 8.8 percent ofcent. When combined with commercial banks’
the small business credit market and nonbank morteecline of 2.0 percentage points, depository institu-
gages falling from 11.5 percent to 5.1 percent. Thetions (commercial banks and thrift institutions) lost
changes for credit lines, however, were quite different5.4 percentage points of market share to nondeposi-
at banks and nonbanks. Bank credit lines grew by justory nonbanks. Finance companies reaped the great-
more than one-fourth to 33.8 percent, while nonbankest gain in market share, with an increase from
credit lines grew by more than one-third to 10.2 per-11.4 percent to 14.7 percent. Leasing companies
cent. These figures suggest that nonbanks increasedore than doubled their market share from 1.5 per-
their share of the market for small business creditcent to 3.5 percent, while brokerage companies
lines used over the same period that credit lines werecreased their share from an almost nonexistent
growing in importance to small businesses. In anothef.1 percent to 1.4 perce#tinsurance and mortgage
development, capital leases grew in importance for
both banks and nonbanks. Bank capital leases aImOSt15. Brokerage company credit consists primarily of lines of credit
doubled from 0.9 percent to 1.7 percent of all smallused.

4. Distribution of the dollar amount of all small business credit outstanding, by type of credit at banks and nonbanks,
1987 and 1993

Percent except as noted

Bank Nonbank Total
Credit type Change Change
1987 1993 (percentage 1987 1993 (percentage 1987 1993
points) points)

Creditlinesusedl...................|. 26.5 33.8 7.3*% 7.5 10.2 2.7 34.0 44.1
Mortgage loan8....................| 19.7 8.8 -10.8* 11.5 5.1 —6.4* 31.2 13.9
Equipmentloans................... 6.3 6.8 5 4.2 4.5 3 10.5 11.3
Motor vehicle loans ................} 3.2 3.0 -2 29 3.0 1 6.1 6.0
Capital leases. ..................... . .9 1.7 .8* 3.1 4.5 1.4* 4.0 6.2
Otherloans ......................|. 6.7 7.2 5 7.6 11.4 3.8* 14.3 18.6
All 63.3 61.3 -2.0 36.7 38.7 +2.0 100 100

1. Amounts drawn down under credit lines. * Statistically significant at the 95 percent confidence level.

2. Includes both commercial mortgages and residential mortgages if funds ** Statistically significant at the 90 percent confidence level. See the
were used for business purposes. appendix.

3. For definition, see text note 12.
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5. Distribution of the dollar amount of all small business credit outstanding, by type of credit and type of nonbank,

1987 and 1993

Percent
. ) . Insurance ’
Thrift Finance Brokerage Leasing Business and o
R 18 and mortgage Individuals Total
Credit type institution company company company companies government
1987 | 1993| 1987, 1993 198# 1993 19%7 1993 1487 1993 4987 1993 )1987 1993 ‘ 1987 1993

Credit lines used....| 1.2 9 3.7 7.5 1 7 .0 .0 .0 1 2.4 4 .0 .6 7.510.2
Mortgage loans ... ... 4.5 1.6 9 9 .0 3 .0 .0 9 9 15 5 3.7 9 115 51
Equipment loans. . .. 1 2 2.6 25 .0 .0 1 .6 1 1 1.0 .9 4 2 4.2 4.5
Motor vehicle loans .|. 2 .3 2.3 2.1 .0 .0 1 ES) .0 .0 -8 1 .0 1 2.9 3.0
Capital leases. ....... 3 2 .6 11 .0 .0 1.2 2.5 .0 .0 .8 . 2 A4 3.1 4.5
Otherloang ........ 1.0 .8 1.4 .6 .0 A4 .0 .0 4 .8 1.7 4.1 3.0 4.7 7.611.4
Total .............. 7.4 4.0 114 147 1 1.4 15 35 1.4 1. 7.6 6.3 7.3 6.8 36.7 387

Note. Components may not sum to totals because of rounding.

1. Amounts drawn down under lines of credit.

2. Includes both commercial mortgages and residential mortgages if funds
were used for business purposes.

3. For definition, see text note 12.

companies saw a modest gain, whereas the shares ofChanges in market shares of the total dollar amount
credit extended by other business firms and governef each credit type also were evident among different
ment and by individuals dropped. types of nonbanks (table 7). Thrift institutions lost
A slightly different perspective on the relative almost half of their shares of credit lines used, capital
importance of bank and nonbank lending is gainedeases, and other loans, but doubled their share of
by looking at changes in their shares of the totalequipment loans and made sizable gains in their share
outstanding dollar amount of each credit typeof motor vehicle loans. Finance companies made
(table 6)1¢ Banks suffered losses in the market sharestrong gains in the market for credit lines, increasing
of credit lines used, motor vehicle loans, and othertheir share 6.3 percentage points from 10.8 percent to
loans, while gaining share in the markets for capitall7.1 percent. Finance companies also more than
leases and, to a lesser extent, for mortgages. doubled their presence in the small business market
for mortgage credit. This increase should be kept in
perspective, however, as the mortgage share of all
_ small business credit declined more than half over
16. The data in tables 4 and 5 are used to calculate bank anghig period (table 1). Other nonbanks registered large
nonbank market shares of the total outstanding dollar amount of each _. in th ket f her | ith individual
credit type. Each credit type’s bank and nonbank share of total credig@ins In the m.ar et tor other loans, wit m_ Ividuals .
is divided by the sum of bank and nonbank shares. For example, irand other businesses and government being the pri-
1987 bank credit lines accounted for 26.5 percent of all small businesmary sources for these loans.

credit, and nonbank credit lines accounted for an additional 7.5 per- A . f the bank d bank sh f
cent, for a total of 34.0 percent. Banks’ share of the market for small comparison o € bank and nonbank shares o

business credit lines is then calculated as 26.5 percent divided byhe aggregate amount of credit used by small busi-
34.0 percent, which ylelds 77.9 percent as the bank share of the Smagesses as Categorlzed by Varlous Characterlstlcs Of the
business market for credit lines. Repeating these calculations for eac . .

loan type produces the figures in tables 6 and 7. (Figures in the table rms and their primary owners also shows changes
may be slightly different because of rounding.) from 1987 to 1993 (table 8). Banks lost market share

6. Distribution of the dollar amount of each type of small business credit outstanding at banks and nonbanks, 1987 and 1993

Percent except as noted

Banks Nonbanks Total
Credit type Change Change
1987 1993 (percentage 1987 1993 (percentage 1987 1993
points) points)

Creditlinesusedl...................|. 78.0 76.8 -1.2 22.0 23.2 1.2 100 100
Mortgage loans......... 63.1 63.4 & 36.9 36.6 =3 100 100
Equipment loans. . 60.0 60.0 .0 40.0 40.0 .0 100 100
Motor vehicle loan: 52.5 50.0 25 47.5 50.0 25 100 100
Capital leases. . 23.0 28.0 5.0 77.0 72.0 -5.0 100 100
Other loang ... 46.9 38.6 -8.3 53.1 61.4 8.3 100 100
All 63.3 61.3 -2.0 36.7 38.7 2.0 100 100

1. Amounts drawn down under credit lines.
2. Includes both commercial mortgages and residential mortgages if funds
were used for business purposes.

3. For definition, see text note 12.
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primarily at medium-sized small businesses (firmswhat, but not completely, sheltered from competition.

with 5-19 employees or between $100,000 andHowever, there are many different but interrelated

$1 million in annual sales), which account for factors at work here, so that any definitive conclu-

approximately one-fourth of all small business creditsions require a more rigorous analysis that accounts
(memo columns). Although banks’ market share offor these relationships.

credit used by women-owned firms increased from

50.1 to 54.5 percent, their market share of credit used

by minority-owned firms fell 13.2 percentage points, INCIDENCE OFSVALL BUSINESSCREDIT

from 66.4 to 53.2 percent.

Banks gained market share in markets where comThis section analyzes the “incidence” of small busi-
petition among banks (as measured by the Herfindahess credit, which is defined as the percentage of
concentration index) was low or high, but lost sharefirms using credit of a certain type or from a particu-
where competition among banks was classified a&ar source. In contrast to the analysis of credit shares
moderate (table 8Y. In high-concentration markets, in the previous section, the analysis of incidence is
primarily small rural areas, local banks face little not dependent on the size of the credit and therefore
competition from other banks or from nonbanks and gives a clearer picture of what sources and types of
therefore, would be expected to maintain their sharecredit were used by the “typical” small busineXks.

In fact, banks gained market share in rural markets In 1993, 54.1 percent of small businesses used
while losing share in urban markets. In medium-some form of credit, down from 60.1 percent in 1987
concentration markets, which tend to be smaller(table 9). This finding most likely reflects the differ-
urban and larger rural areas, banks faced limitecent macroeconomic conditions of the two periods but
competition from other banks and from nonbanks,may also reflect other factors, such as the effects of
but nonetheless clearly lost market share to nonFIRREA, FDICIA, and the growing use of credit card
banks. In low-concentration markets, primarily largedebt to finance small businessésAs with the
urban areas, banks compete vigorously both with

other banks and with nonbanks and have gained 18. Direct comparisons of the number of firms using credit services
market share. This suggests that nonbanks are mMoi®1987 and 1993 should not be made because of differences in the
coverage of the two surveys. Both surveys obtained lists of businesses

effective when competing with banks that are Some'from Dun and Bradstreet, Inc., which expanded its coverage of small,

retail, and business service firms in the years between the two surveys.

_ Therefore, the 1993 survey is more broadly representative of such

17. The Herfindahl index is a measure of market concentrationfirms, and valid comparisons between the 1987 and 1993 surveys can
calculated as the sum of the squares of each bank’s market sharbe made only after accounting for these differences in coverage (see
which is defined in terms of total bank deposits. The index rangesthe appendix).
from zero (perfect competition) to one (perfect monopoly). In this 19. Because only the 1993 NSSBF collected data on the use of
article, markets with indexes of less than 0.10 are considered competpersonal and business credit card debt for business purposes, changes
tive; those with indexes of 0.10 to 0.18, moderately concentrated; andn the use of such debt cannot be analyzed. Nevertheless, use of credit
those with indexes of more than 0.18, highly concentrated. Theseard debt for business was widespread in 1993, with 39.2 percent of
categories correspond to those defined in the “Horizontal Mergerfirms reporting business use of personal credit card debt and 27.6 per-
Guidelines,” issued by the U.S. Department of Justice and the Federatent of firms reporting use of business credit card debt. (See Cole and
Trade Commission, April 2, 1992. Wolken, “Financial Services Used by Small Businesses.”)

7. Distribution of the dollar amount of each type of small business credit outstanding, by type of nonbank, 1987 and 1993
Percent except as noted

Thrift institutions Finance companies Other nonbanks Memo: Nonbank total
Credit type Change Change Change
1987 1993 | (percentage 1987 1993 | (percentage 1987 1993 | (percentage 1987 1993
points) points) points)
Creditlinesused ....... 3.7 2.1 -1.6 10.8 17.1 6.3** 7.5 4.0 -35 22.0 23.2
Mortgage loan3........, 14.4 114 -3.0 2.8 6.6 3.8 19.8 18.6 -1.2 36.9 36.6
Equipment loans........ . 11 2.2 11 24.4 21.8 2.7 145 16.1 1.6 40.0 40.0
Motor vehicle loans. .. ... 3.8 5.0 1.3 37.4 35.9 -1.5 6.3 9.1 2.8 47.5 50.0
Capital leases. ......... 7.1 3.8 -3.2 15.6 17.4 1.8 54.3 50.7 -3.6 77.0 72.0
Otherloang ........... 7.1 4.1 -3.0 9.8 3.1 —6.7** 36.2 54.2 18.0* 53.1 61.4
All oo 7.4 4.0 -3.4* 11.4 14.7 3.3 17.9 19.9 2.0 36.7 38.7

1. Other nonbanks consist of leasing companies, brokerage firms, mortgage 4. See text note 12.

and insurance companies, other business firms, government sources, and *Statistically significant at the 95 percent confidence level.

individuals. ** Statistically significant at the 90 percent confidence level. See the
2. Amounts drawn down under credit lines. appendix.
3. Includes both commercial mortgages and residential mortgages if funds

were used for business purposes.
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8. Total dollar amount of small business credit outstanding, grouped by selected characteristics and distributed by type of issuer,
1987 and 1993

Percent except as noted

MEewmo: Credit for firm category as a
ClhrrEeisics o Banks Nonbanks percentage of all small business credit
fngj' %Wa?lferi Change Change Change
1987 1993 (percentage 1987 1993 (percentage 1987 1993 (percentage
points) points) points)
CHARACTERISTIC
OF FIRM
Number of employees
Fewerthan5........... 56.4 56.9 5 43.6 43.1 -5 18.6 17.8 -8
5-9 54.7 50.9 -3.8 453 49.1 3.8 12.1 12.2 1
1019, 67.8 54.7 -13.1 32.2 45.3 131 10.3 12.4 21
20499 ...l 66.5 66.3 -2 335 33.7 2 59.0 57.6 -3.4
Annual sales (in
thousands of
1993 dollars)
100o0rless............. 50.2 49.5 -7 49.8 50.5 7 3.4 5.2 1.8
101-1,000............. 56.0 52.8 -3.2 44.0 47.2 3.2 28.4 26.0 -2.4
More than 1,000......... 67.0 65.4 -1.6 33.0 34.6 1.6 68.2 68.8 .6
Age (years)
5orless................ ! 59.5 58.7 -.8 40.5 41.3 .8 12.8 21.7 8.9
Morethan5............ 63.8 62.1 -1.7 36.2 37.9 17 87.2 78.3 -8.9
RACE, ETHNICITY,
AND SEX
OF MAJORITY OWNER
Nonwhite or Hispanic. .. 66.4 53.2 =13.2 33.6 46.8 13.2 5.3 7.8 2.5
White Non-Hispanic.. ... 63.1 62.0 -1.1 36.9 38.0 11 94.7 92.2 -25
Female................. . 50.1 54.5 4.4 49.9 455 -4.4 7.5 11.7 4.2
Male................... . 64.4 62.2 -2.2 35.6 37.8 2.2 92.5 88.3 -4.2
MARKET
CHARACTERISTIC
Urbanization
Urban.................. X 63.3 60.3 -3.0 36.7 39.7 3.0 79.0 82.4 3.4
Rural .................. i 63.3 66.2 2.9 36.7 33.8 -2.9 21.0 17.6 -3.4
Banking market
concentratior
LOw ...oovviiiint . 67.6 70.1 25 32.4 29.9 -2.5 12.5 10.0 -2.5
Moderate .............. 64.2 57.4 -6.8 35.8 42.6 6.8 38.7 42.9 4.2
High................... . 61.4 63.1 1.6 38.6 36.9 -1.6 48.8 47.1 -1.7
Allfirms ............... 63.3 61.3 -2.0 36.7 38.7 2.0 100 100

1. As measured by the Herfindahl index. Low = less than 0.10, moderate = 0.10-0.18, and high = more than 0.18.

decline in thedollar shareof small business borrow- declined for mortgages and other loans but rose for
ing, the type of credit whoseisage (incidence) credit lines, equipment loans, motor vehicle loans,
declined the most is mortgage loans. In both yearsand capital leases. In 1993, nonbanks equaled or
the most widely used types of credit were credit linesexceeded banks in the percentage of small businesses
and motor vehicle loans. to which they provided capital leases and other loans
As they did in the case of market share, banks alsand trailed only slightly in equipment and motor
lost ground to nonbanks in overall credit incidence.vehicle loans.
From 1987 to 1993, the percentage of small busi- To assess the relative importance of thrift institu-
nesses using bank credit services declined frontions and finance companies among nonbanks, their
44.0 percent to 36.8 percent, while the percentage afesults are tabulated against those of all other non-
firms using nonbank credit services was flat atbank sources (table 10). The percentage of small
32.2 percent (table 9). The percentage of small busibusinesses using thrift institutions for credit services
nesses using bank credit services declined for eactemained constant from 1987 to 1993, even though
type of credit except credit lines and capital leasesthrift institutions lost more than half their share of the
Banks were the most important supplier of creditdollar value of small business credit over the period.
lines in both 1987 and 1993 and were used by one outhis finding is consistent, however, with the shift
of five small businesses to obtain credit lines—moreby thrift institutions from providing mortgages
than four times the incidence for nonbanks. The(-1.2 percentage points), which typically are large in
percentage of small businesses using nonbank creditmount, to credit lines (+0.5 percentage points) and



992 Federal Reserve Bulletin] November 1996

9. Percentage of small businesses using selected credit services from all sources and from banks and nonbanks, 1987 and 1993

All sources Bank Nonbank
Credit type Change Change Change
1987 1993 (percentage 1987 1993 (percentage 1987 1993 (percentage
points) points) points)
Anycredit ............. 60.1 54.1 -6.1* 44.0 36.8 -7.2* 32.2 32.2 .0
Creditlines.......... 21.4 24.0 2.6* 19.5 20.6 1.1 2.7 4.7 2.0*
Mortgage loans ...... 15.5 5.8 -9.7* 9.9 3.9 -6.0* 6.2 2.2 -4.0*
Equipment loans. ... .. 12.8 13.9 11 7.9 7.5 -4 5.7 7.4 1.7%
Motor vehicle loans . .|. 24.4 24.1 -3 14.0 13.1 -9 11.9 12.7 .8
Capital leases . ....... | 7.2 9.1 1.9* 1.7 1.7 .0 5.8 7.9 2.1*
Otherloansg ......... 14.1 11.0 -3.1* 6.7 4.2 -2.4* 8.0 7.4 -.6
Note. Firms may have multiple credit accounts at multiple sources. 2. For definition, see text note 12.

1. Includes both commercial mortgages and residential mortgages if funds * Statistically significant at the 95 percent confidence level.
were used for business purposes.

motor vehicle loans (+0.6 percentage points), whichSUMMARY

are smaller. In fact, small businesses were more likely

to use thrift institutions in 1993 for credit lines and This article analyzes data from the National Survey
motor vehicle loans than for mortgages. of Small Business Finances for 1987 and for 1993

The percentage of small businesses using financeegarding bank and nonbank competition in the mar-
companies for credit services declined slightly, fromket for small business credit. The results indicate that
12.0 percent to 11.6 percent. Smaller proportions obanks have lost market share but only slightly—
firms used finance companies for mortgages, motoabout 2 percentage points. Moreover, bank lending
vehicle loans, and other loans, while larger propor-has strongly rebounded since 1993, suggesting that
tions used them for credit lines, equipment loans, andhis loss may have been reversed subsequent to the
capital leases. period covered by the surveys.

In 1993, 19.6 percent of small businesses used According to the survey results, banks provided
other nonbanks (nonbanks other than thrift insti-more than 60 percent of the dollar volume of credit in
tutions and finance companies) for credit servicespoth survey years, excluding trade credit and credit
a level 1.2 percentage points higher than in 1987¢ard debt, and dominated in the provision of credit
other nonbanks lost ground only in mortgage loanslines. However, the percentage of firms obtaining
Among other nonbanks, leasing companies (notredit from banks dropped significantly, from
shown in table 10) made the most headway in servingt4.0 percent in 1987 to only 36.8 percent in 1993,
small businesses. The percentage of small businessedile the percentage of firms obtaining credit from
borrowing from other nonbanks increased fromnonbanks was stable at about 32 percent. Nonbanks
4.3 percent in 1987 to 7.6 percent in 1993—a gainmade significant gains in the percentage of small
accounted for almost entirely by capital leases andusinesses that used them to obtain credit lines,
motor vehicle loans. equipment loans, and capital leases; however, banks

10. Percentage of small businesses using selected credit services at selected types of nonbanks, 1987 and 1993

Thrift institution Finance company Other nonbank
Credit type Change Change Change
1987 1993 (percentage| 1987 1993 (percentage| 1987 1993 (percentage
points) points) points)
Anycredit ............. 6.1 6.1 .0 12.0 11.6 -4 18.4 19.6 1.2
Creditlines.......... 1.6 2.1 15) N 1.1 4 5 1.6 1.1
Mortgage loans ...... 2.2 1.0 -1.2 2 =3 3.7 1.0 2.7
Equipment loans........ .5 .6 A 16 2.0 4 3.6 5.0 14
Motor vehicle loans . .|. 1.8 2.4 6 8.6 7.8 -8 1.7 2.8 1.1
Capital leases ........ | 1 2 1 1.2 19 7 4.8 6.3 15
Otherloang ......... 11 5 -6 4 2 -2 6.6 6.7
Note. Firms may have multiple credit accounts at multiple sources. 2. Includes both commercial mortgages and residential mortgages if funds

1. Other nonbanks consist of leasing companies, brokerage firms, mortgageere used for business purposes.
and insurance companies, other business firms, government sources, and3. For definition, see text note 12.
individuals.
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made significant gains in the percentage of firmsDMI frame includes firms that are outside the scope
using them to obtain mortgages. of the surveys, interviewers first screened firms for
Among nonbanks, the data indicate that thrift insti- eligibility, then in the full or “primary” interview
tutions lost almost half their share of the small busi-surveyed eligible firms as well as the firms for which
ness credit market over the 1987-93 period, fallingeligibility could not be determined.
from 7.4 percent to 4.0 percent of the dollar amount The sample selection for both surveys incorporated
of credit. The losses of market share by banks andtratified random sampling with stratification by
thrift institutions primarily accrued to finance compa- urbanization of location (that is, urban or rural),
nies, leasing companies, and brokerage firms. number of employees, and census region. Large firms
The results presented here must be viewed witlhwere oversampled in both surveys. However, the two
caution. Many of the factors we analyze are interressample designs differed from each other in significant
lated, and definitive conclusions cannot be drawrways2!
until more powerful statistical methods can be The 1987 NSSBF used twenty-four strata con-
brought to bear upon this issue. Moreover, we do nostructed as follows: two urbanization categories
examine bank and nonbank competition in the provi-(urban or rural location), three size categories of
sion of transaction account and financial managemerfirms according to the number of employees (1-49,
services—markets traditionally dominated by banks50-99, and 100 or more), and four Census regions. In
These are important and promising areas for futurel987 the screening interview yielded an eligibility
research. rate of 66 percent, and the primary interview yielded
a 65.5 percent response rate. A set of analysis weights
enabled researchers to account for sample design,
APPENDIX BACKGROUND WEIGHTING eligibility, and differential response.
ADJUSTMENTSAND VARIANCEESTIMATES The 1993 NSSBF sample design employed ninety-
seven strata constructed from four partitions of the
The 1987 and 1993 NSSBFs were conducted fosample frame—one main partition and three minority
different purposes. The 1993 survey focused on theartitions of likely Asian-, Black-, and Hispanic-
availability of credit to small and minority-owned owned firms respectively. The main partition was
businesses, whereas the 1987 survey focused on thivided into ninety sampling strata defined by the two
definition of banking markets. Consequently, respon-urbanization categories, five size categories of firms
dents to each survey answered a different set oficcording to the number of employees (1-19, 2049,
questions, but all respondents provided a complet®0-99, 100-499, and unknown), and nine Census
roster of their firms’ finances, including information regions. Each of the three minority partitions was
about the firms’ credit lines, loans, and lea&es. divided by urbanization for a total of six minority
Interviewers conducted each survey using a systerstrata. A ninety-seventh stratum was defined to
known as computer-assisted telephone interviewingiccount for firms that were listed on the DMI file
to enter the responses directly into a computerizeavith more than 500 employees and that had fewer
survey database. Research Triangle Institute conthan 500 when surveyed. The best estimate of the
ducted the 1987 survey, with the interviews fromeligibility rate is 68.2 percent, and the overall
September 1988 through September 1989. Priceesponse rate was 59.5 perc&hthe computation of
Waterhouse conducted the 1993 survey, with interthe analysis weights for the 1993 survey is more
views from March 1994 through February 1995. Thecomplicated than that for the 1987 survey. For 1993,
list from which the sample was drawn (the samplingDMI data were used to compute an adjustment for
frame) for both surveys was the current (Decembeeligibility and nonresponse.
1987 and November 1993) Dun and Bradstreet Mar-
ket Identifier (DMI) file. This continually updated file
combines records derived from the traditional Dun 21. For a detailed description of the 1987 survey, see Brenda G.
and Bradstreet credit-rating program with recordsSos, oo £ Ellehavsen and Join b, ol Netorel
derived from business telephone listings. Because threport RTI/4131-00FResearch Triangle Park, N.C.: Research Tri-
angle Institute, 1989); and for the 1993 survey description, see Price
_ Waterhouse, “The National Survey of Small Business Finances Meth-
20. The analysis excluded firms classified as real estate operatorsdology Report,” July 1996.
lessors, subdividers, and developers, resulting in the exclusion of 22. For the 1993 survey, eligibility for a large proportion of the
66 firms from the 1987 survey and 101 firms from the 1993 survey.sample could not be determined. Thus, the eligibility rate was
These firms were identified by their respective four-digit Standardestimated assuming different scenarios for the nonrespondents. The

Industrial Classifications, 6512 (Real Estate Operators and Lessord)est estimate proportionately assigned ineligibility status to the
and 6552 (Real Estate Subdividers and Developers). nonrespondents.
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Besides “unit nonresponse”—eligible firms that Variance Estimates
do not provide interviews—analysts must also
account for “item nonresponse” that results when aTo obtain estimates of the change in bank shares and
respondent fails to provide answers to particularincidence shown in tables 1, 4, 6, 7, 8, 9, and 10,
guestions. Both unit and item nonresponse are imporestimates of the sampling variance were calculated
tant sources of uncertainty. To provide users of thefor use in tests of statistical significance. Although
NSSBF data with a complete working dataset, vari-the sampling variance accounts for the major source
ous models were used to impute the missing valuesf error in a survey, other errors may arise at any
from the available datz stage: for example, a respondent may misinterpret a
question; an interviewer may miscode a response; an
editor may misinterpret a response. Also, the imputa-
Weighting Adjustments tion process itself may be a source of error because of
the uncertainty associated with any estimation pro-
Analysis weights were adjusted to facilitate propercess. However, the dominant source of error, and the
comparisons of 1987 and 1993 data. Although botteasiest to quantify, is the sampling erteit-or the
surveys used the DMI file as a sampling frame, theanalysis reported here, sampling variances were
types of businesses represented in the file changezbmputed with the replicate method of bootstrap
significantly between surveys. These changesampling?®
increased the DMI files’ coverage of the smallest Sampling variance can be estimated using “repli-
firms by adding records for firms identified from cation methods” that sample from the actual respon-
third-party lists, such as telephone directories. Todents in a way that includes the important dimensions
adjust for the superior coverage of the 1993 DMl file, of the original sample desigii.The bootstrap method
the 1987 analysis weights were recalculated so thas one such technique that is feasible with the NSSBF.
the distribution of firms by employment size in the Using the bootstrap method involves sampling with
1987 data is the same as that in the 1993 é&hata. replacement—that is, after each selection, cases are
The analysis in this article excluded a small num-replaced in the sampling pool so that they may be
ber of firms from each survey because of reportingselected in a subsequent draw. This operation was
errors. Each firm with a credit line used, loan, orperformed 400 times, and a set of analysis weights
capital lease accounting for more than 1 percent ofvas computed for each of these 400 replicates. In this
the aggregate dollar amount of any credit categorynodel, the sampling error of an estimate computed
was identified. Credit amounts for these firms werefrom the full sample (for example, the proportion of
then inspected for potential reporting errors thatfirms using credit) is estimated as the standard devia-
would account for any discrepancies. This inspectiortion computed using the 400 bootstrap estimates.
identified thirteen firms from the 1987 survey and For the 1987 survey, the replicates were selected to
eighteen firms from the 1993 survey whose data wer@reserve the original sampling strata. The analysis
in error. These firms’ records were dropped from theweights for the replicates were computed by adjust-
database, and the weights of the remaining firmsng the original analysis weights so that the frequen-
were recalculated so that the original frequency districies estimated within sampling strata remained
bution in each sampling strata was preserved. Afteconstant. For the 1993 survey, some of the sampling
these adjustments, the 1987 sample consisted aftrata had too few respondents and thus were col-
3,145 respondents representing 3.2 million firms, andapsed within employee size classes into “bootstrap
the 1993 sample consisted of 5,237 respondents, rep-
resenting 4.9 million firms.

25. For instance, researchers have shown that sampling error is
large relative to imputation error in the 1992 Survey of Consumer
Finances. (See Arthur B. Kennickell, Douglas A. McManus, and
_ R. Louise Woodburn, “Weighting Design for the 1992 Survey of
23. The imputation was similar to that used for the Board’s Survey Consumer Finances,” Board of Governors of the Federal Reserve
of Consumer Finances. For details, see Arthur B. Kennickell, “Impu- System, Division of Research and Statistics, 1996.)
tation of the 1989 Survey of Consumer Finances: Stochastic Relax- 26. When sampling designs and desired estimators are complex,
ation and Multiple Imputation,Proceedings of the Section on Survey replicative variance estimators such as the jackknife and the bootstrap
Research Method#&\merican Statistical Association, 1991). are most appropriate. (See R.R. Sitter, “A Resampling Procedure for
24. |deally, the weights should be adjusted using the precise differ-Complex Survey Data,Journal of the American Statistical Associa-
ence in the coverage of the 1987 and 1993 DMI frames. This informa-ion, vol. 87 (September 1992), pp. 755-65.)
tion was not available, however, so the 1993 sample estimate was used 27. See Jun Shao and DongshengThg Jackknife and Bootstrap
as a proxy. ((Springer-Verlag, 1995).



Bank and Nonbank Competition for Small Business Credf95

A.l. Distribution of the dollar amount of small business bootstrap replicate) were computed. Because the

credit outstanding, by credit type, 1987 and 1993 bootstrap estimates represent the sampling distribu-
Percent except as noted tion of the full-sample estimate, the variance of the
‘ Change bootstrap estimates is the estimate of the sampling
Credit type 1987 1993 | (pereelia®®  yariance of the full-sample estimate. For example,
Credit lmes used a0 " 101+ the incidence of the use of banks for any credit in
"""" (2.97) (1.40) (3.28) 1993 is 36.8 percent (table 9, first line). The bootstrap
M EEE L e oened 312 13.9 _17.3% replicate estimates ranged from 34.9 percent to
(2.27) (77) (2.40) 38.4 percent, with a median of 36.8 percent and a
Equipment loans........ 105 113 8 variance of 0.39. The same process was repeated for
(1.28) (54) (1.39) all share and incidence estimates for 1987 and for
Motor vehicle loans....... 6.1 6.0 -1 1993
(2.13) (.32) (2.15) ) . .

Canital loases 0 6 5 pe To test the significance of the changes between
PRETIEESES - (52) (:34) (:63) 1987 and 1993, astatistic was computed as follows.
Other 108N ... ..., 143 186 44 The full-sample estimate for 1987 was subtracted

(1.68) (1.02) (1.96) from that for 1993 to estimate the difference of the
TOtal weoiiiiiiin . 100 100 share or incidence measure. The standard deviation
Note. Standard deviations shown in parentheses. of this differen_ce is the square root of the sum of the
;. f\mloznts tt)iraxvn down ur)dlercredit lines. 4 residential o dbootstrap variances of the 1987 and 1993 compo-
were Used for business purposes. - oo moneaes TRMhents. Thez statistic is then computed as the esti-
3. For definition, see text note 12. mated difference divided by its standard deviation.

* Statistically significant at the 95 percent confidence level. The z statistics have an approximate standard normal

distribution, so that significance levels indicating

sampling strata.” Analysis weights were then com-Whether these estimates are significantly different

puted so that frequencies within the bootstrap samirom zero are easlly computédTable A.1 §hows the

pling strata remained constant. standard deviations of the data reported in tablé1l.
With the bootstrap replicates and the associated

analysis weights developed, the computation of sam-

p“ng variance 1s Stralghtforward albeit intensive. 28. For an explanation of tests of significance with normal data, see

Four hundred bootstrap estimates (one from each. Blalock, Jr. Social StatisticgMcGraw-Hill, 1972), pp. 93-105.



